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i. Orpanized labor‘s current wosition i

e i 2 e st

vhe behavior of Lritaia's crade unions duvring te =
cevt few months is the key to the success of the devaluation 3
aeve. That they will accept without any concessions the full
iomact of devaluation--the ilowered real vages and standard
c{ liviag--is doubtful. It was only vith the preatest diffi-
culty that the national luber leaders restrained demands for
ceneral wage increases before he devaluation. oven before
18 Sentember, wage clailms luvoiving 4=5,000,000 workers were
ontstanding; these ciaims will be reinforced by the expected

hipher orices.

i
B
|

“ne Covernment 18 trereiore expected to follow the
solicy of smail raises for the lowes: paid groups after drarm
out negotiations. Such aards vould rzise industrial costs
somewhat, reaucing in some deree tae trading benefits to
Npitain of devaluation; out they aprzar to be necessary for
stability. At all events, labor wnrest 1s expected to in-
crease in the next tew months, end tne outcome depends largely
on the leaderpship of both rnion ad Labor Party leaders.

These men must devlate the trade unions' expectations of con=
+inuous economic betierment irrespective of the condition of |
the national economy. ©his is & aiificult task; its implica~- i
+ions would naturally meke most noliticians hesitant, but
esvecially Laborites, and it nas 50O far not been attempted
viith the reauisite vigor and 1as»iring leadership. Once un-

dértaken, however, it may lead to a erisis within the labor

AR

movemsnt . e
2. Leonomic debate may foreshadow future developments |

A S Bl A e

with the reconvenming ot “nraiament on 27 Sentember
“ar a three-day debsfe on tiae eccnonlc situation there may be

i bis b
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indications of what fuether neecires vie lLavor (overnment

il 10 se in order (0 derive ihc ~aximum benefit from
devaluation. Since Labor “arty leaders ne ipleeted to neenare
rmblic opinion, and werticulariy thicir om follovers, for

5 decrease in the scaxﬁard of living, the cherﬁrent s
canaelty (op -JC&P&CLly} for nugltive leacershir and lueid
ciarification of the situaftion w1l be of the utmost impor-
28,

sithoush publie anc trace 'maon reaction Lo devaluation
o wel does nob warrent the exgsciatlion of & nclitical crisis,
tevelop ents~~such as shilts iz the cabinet op & split within
rhe labop movement=-vilch wld uoh previously deserve scrious
attention, can not be ruied omi. 1l iikelihood of a serious
solltical shakeup is siight, uct it deserves mention lorpely
because it has for so long been assumed to be & virtual im-

156851bility.

2. Devaluation dam:ges cross-unainel relations

DA B0 0 Wt it

i

119 imnilications vl wevalvation for Dritaints re-
i{ntions with the wesvern Iuropeen couniries are not yet clear,
Thne move is not helnful to thoze rel:ticns, however, ond antis
British feeling is videswreada. =howh the UK Covernment is
o nreoccupied with its new dorestic »roblems, officials are
showing some belated corceprn ovver perctions from the continent,
sud they can be cxvecied vu taie sbtene necessary to heal eny
cerious breaches thai nmy anvear,

Thourh the immvecdlete reaciion ui rance, warclcaiarly,
is one of resentment--nit al the lact but at the extent cf the
exchenge du}bublknt““b“t french lcaliers can Pu*ﬁly have ex~
~ected the UK to bace ifs action Jn rkat vould have been best
'or the I'rench orcxuwy_ Uharges tlot Dritain as launched
"acononic variare” uven.:hereiofe tu Le exagrerated, end the
more emotional criticism vi Freouch ond Belgian oifficials may
have been mace for . omesuic consumpbion.

tuch French and JeLglan cfiicial resentment stems ifrom
not being consulted. he pritish nrececure in devaluating will
not heip the UK to refute cherpes t.at its economic cooperation
amounts largely to iip-seevice; though the British failure to
discuss their intentions itk their western Luropean trading
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nartuers Las precedent,, the opvocite nrocedure would have
Letter served the avowad cause oI cconomic cooperation (for
vhatever thet is ‘orth) fn thie connection it is noteworthy
Lziat the British Commonwealth countrizs and Ireland seem to
iave been consulted in advance. or at lecast informed. This
indicates once more the »radominance in UK thinking of Common-
wealth over Turcpean relations.

4. 3ritain’s 1iddle East vosition essentially unaffected
by devaluation I B

P A WS 0

Devaluation of the RBritish »ound will, according %o
vvéflm?narv estimates, havc thtle effect on the British economic
nesition in the l'iddle %ast. Those countries having closest
economic ties with Britain -~ Irea. “rynt, ond Jordan -- have
devaiuated also, and the internal economic consequences are not
expected to raise serious thrests to their molitieal stability.
Beitain will obtain some lirmited economic advantages from the
ifact thet Dritish firms will now be in an improved competitive
i,umtmn vis-a~-vis US firms which have been attemmting to ese
tablish tRhemselves in !liddle Eesterm markets.

Tt is estimated that there will be an inerease in te
amount of sterling vhieh Sritain will have to n»ay out in oil
royalties because rates established wiiile Britain was on the
roid standard are in some cases based on 2 fixed number of
cold shillings per ton of oil. In the case of Iran, vwhich has
not devaluated its cus rency, the arnual payments of the Anglo~
ifranian Oil Company will be increassd by about £10,000,000.

5. UK nodifyiny China trade policy

4 compromise in the UK's China trade molicy secems
to be in the making, vhersby the UK will agree to join the US
in banning the exnort to Comramist Chvna of certain stratepic
materials 1nclud1rf hich grade oils, neavy trucks, aircraff
rarts, signal oqu1nmenr and rachine ’cno'lso The US requested
1n;Ja1y that Uritain annly to Comrmnist China the regular
1-A and le lists used to restrict ex»erts to “rviet-dominated
areas in “urope, tut the Sritish, who have consistently been
reiluctant to immose anv stiff Pevtrlcxlonu on their rich China

#(See B Veekly, llo. 70, 8 August)

\DENTIAL

Approved For Release gg; é /03 : CIA-RDP79-01090A000100070013-0



Approvgd‘?o/r Release 2001/09/03 : CIA-RDP7%81090A000100070013-0 -~

CONFIDENTIAL

frade(thoush never wishinr to sell miiitary equirment promer), -
cioeead To sn enbarfo oa the l-f Jist and made even that con- :
d1tional upon similar actin b&i&ﬁ taicen by the other "estern .
smabicns trading in €hina. The erbargo vhich is nov unotf'ficially
renorted to be impendins would nct be conditional on merallel

embargoes by the UK's luronean trade commetitors. The UK will, o
nowever, utrenuously ntteﬁ‘E tn leen whese restrictive Pﬂﬁctlces i
to a minimum because of if sent teale vlight, the magnitude i
of eritish investment In uxlna. the necessity of Purtalllng

refulations poverning the Tlow of trade through Hong Kong in

ereer to malntain that pori's stelus as one of the great entrepot i
cent2rs in the Far Last, °nd the hove 1hat by these means the !
Commmnist resine can be couvinced trading with Britain is more i
1n its interest than exprooriatine Sritisk investments. The i
illinyness thus to modify its China nolicy is vrlmarlly to be i
nttrlbured to a desire tc yaintain a united iront with the US :
in China, though the continued Comaunist edvance is probably {
a fuctor also. L
COMMONWEAL'TL AND ELPIRE i
6. Most of Cormonwealth ceutiously "roes along" on i
sterling devaluaiion ’ T i

Vith certain excepticns, currency develuation equiva=- I

lent to the UK's seems to have come aimost automatirally in the :
bominions and to have benn received so far vith the cautiously H
exnressed conviction that fheir main economic “OulElOHS wrill i
not be rreatly affected, thourh the increased nressure on ale i
ready scarce dollar ailocaiicns is of course Pecognlzed Apart I
from Canada,”™ the exceptions are on tiie Indian sub-continent, !
where prreat bitterness and confusion have been introduced into i
the economic 1ife of india bv lFakistan's unexmpected refusal to i
devaluate. The n0q+ seriovs asvects of this situation naturally i
concern indian-Pak! tm i relations and onJV'lnulhectly the UK, |
tut the UK is irmediat vely {aced with nipher orices for Pﬁklut&ni i
raw matcerlals and, in Indis, with the charpre of the fovernment's i
eritics that it was Incilan subservience to Dritish economic ine i
{luence which has let Pakistan gain this sdvantage, |
The close econcnic redetions of Ceylen, Australia, lew |
zealand, and South afriea vith th: UK have evidently nrevented !
#5ec article pape 5 E
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any serious controvercy in thess cowmlries as to 1 ¢ wisdomw
of thelr meintaining thelr cid eoiotvionghip with the pound
sterling, Auskralia =nc lsw Z:a.ana asve dollar deficits
Ghich will weobably be harler to zoel with the yound éspre~
ciated; Australian Prime l'inister ohifiey hes attemnted to
calm.agwrehcnsion or this subiest by ecarhasizing publicly
that dollar goods Pe*zeu.ut Ghi} 3rall rart of the country's
total impﬁrts, mile the lew Zea’ ﬁ»d Govermaent has so far
talen tlv diffarent course of wC?i‘dzlfk, as before, to talk

of seeking an dmeriean loanm, lp OSouch Alrica devaluation was
grzeted by 2 boom in ‘Oll shares since the countey's not in-
considerable pold sales to the UK will nou net some 30 per cen’
more pounds than befere. The Urion's already tad collar por
sition 1s made neither baiter uer groatly worse, since nearly.
all of its exports to the US cunsist of goid still perged at

$35 per ounce.

Canada

7. Canaca's fereign trads fubure brighter

A RS I F

Devalustion o? the Jaqu&iun collar and the Zeecision

talken just »reviously at the diington tonppruuce to liberalize
ECA vheat-purchasing arfaqgemw 23 are expected to counteract
rre a%}J the duteriorL;ion il Caazda’s Torel £ traae position
vidicn oceurred in tic first six mon® : of 1949, DPrior to the
conference the éﬁddu‘l decrease 3% andian QXﬂortv to the US,
coupied vith the cecline in btﬁ 8 ,u.aulan pvrcha«LnL, had lec

to rians [or renewed resiriclics s on the import of US g"*ms I
order Lo conserve Qu“nullHL aLiulah reserves of gold andé 1S

collars. » ‘
"he rain nurpese 0i vhe LU0 devaluetion of the Canndian
Geliar is to protect these reserves by decreasing Canadian im
vorts {rom the US and increasiny Canadian exports to the US.
Cencdian imports from the UK should be uLAmJLoﬁe& with their

new vrice adV¢ntage, na;mLuu*iiw, in such lines as taxt119\@f
The volure of UK purchesss of Caualdlien 3roducis saouldp in ©

cormarison, be ]cus affected v lhe “gaube in price hecause bf
Britain's flﬁva reguirensnts fnr coodities like vheat; where

nrice is an runmrtaﬂt factor, "aczvg ualvu in the UK mev

suffer buat not so wuek as 7 unwaonde Lad not dovalued at UIJ
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Since pre-devaluation britisi nrices were much higher than
Canadian vrices on most comodities, the 107 devaluation was
considered sufficient Lo meet corpetition in most instances.
US and UK trade together accounigs for some 75% of Canada's
total foreign trads; slsewhere, twe possible effects of
Cansdian devalustion are that it may causs other sterling
enuntries to switeh doller purchuses from the US to Canada
wherever able, and that OEKC countries will probably make
greater efforts to increass the latitude on their use of

FCA dollars to meke a similar switch. Devaluation will have
its adverse effects also. largely as & result of more ex-
nersive imports from the U3, Canada's cost of living will
pr.bably rise somewhat. Purthermore, the long-term trade
problem still exists so long as sterling is not freely con-
vertible, with Canade facing inereaged comvetition in foreign
maricets as a result of the greator devaluation of other cur-
rencies.

The “.ashinrton Conference. gave Canada some irmmedicte aid
by permitting the UK to wurchase ®175 million of vheat in
Canada vwith ECA funde, end it is possible that simnilar ECA
allowences on certain other items may follow. Largely as 2
result of this, it is expected that UK and sterling arsa cuts
in purchases in Canada in the next nine months wiil be closer
to 10 or 15 ver cent rather than the expected 25 per cent.

IRETAID

8. Devaluation's effect probably not great

o

For Ireland, devaluation scems likely to mean sme
decrease in its dollar deficit and some increase in the cost
of l¥ing. Except in certain essential items such as wheat,
imports of dollar roods, nearly all:of vhich are currently
covered by ECA loans, are likely to decline in volume because,
of their higher nrice in terms of pounds. Dollar tourism
should be stimulated; but there is no likelihood of aporeciable
expansion of Ireland’s visible <oller exports. Althoush the _
price level in the UK always has some effect on the Irish prics
level, Ireland's greater self-sufficiency in food production
will probably nrevent degaluation’s adverse effect on the cost
of living from being as great as in the UK., Increased prices
on some items are, however, inavitable. Devaluation is not
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11A01V to raise crucial politiecal issues danperous to the !
stability of the Government, although it will probably :

stimulate renewed discussion of the long=-term advisability

of keeping the Irish pound linked at oar vith the pound

st@rllng .

9. Ireland may withdraw its JH application 5

The third Russion veto of Ireland's anplication for i

adrission to the UY will wobably pwoupt reconsideratican of . i
whether it should be withdravm. The i(rish would undoubtedly i
like to be in the Ud~ %o discuss nartition and other "yital"
international issues. But there is some feeling that it would B
be degrading to keen their av~lication pending indefinitely,
even fhouﬁh they take pride in the iussian attitude toward it.
Other considerations sre the strein nembership would impose
cn the budget end smell staff of the Lepartment of Lxternal
Affairs, and a. profession of little faith in the effectivenes
of the Ul anyhowa In 1948, the Coverument was seriously von«
31uer1ng withdrawing its aﬁnllcatlon put was dissuaded, at
least in varb, oy Da 1=e*wesserltat10‘13,a In June 1949, the
inister for Lxtcrnal Affairs brushed aside a ougge«tlon that
the annllcation be vithdravn. %The third veto is likely to
bring the matter up spain.

FEiE R dEE
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1., TLffects of devalvation

oz

}

Although the imnact of currency devaluvation on
Norway is still »robleratical it apoes~rs certain that tue
Covarnment with foreipn exchange control and the licensing of
exports and inports can handie sny economic disruption which
might ensue. Labor wiil demand continued price controls,
even additional subsicies if necessary., i/ith wape rates tied
to the cost of living index the {overn.unt will attemnt to
keep the price level hLelow the point st which increased wages
may be demanded.
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Since many nerchanl vesssls, rartioularly tankers,
onerate on 1ﬂng ~term “cllar contracts, Uorway®’s merchant
werine, a wrimary scurce of ollers, nay benefit from
devaluaticn. The oulp and nAver %Lolsfry has been opera-
ting below canacity bocause of inghility to ulsnose of its
nfo&ucts in competitive mevkets. fower nrices in terms of
(ollﬁvs ray result ‘n reater srle: in do lar areas,

(e

‘ The outcome cf the pationsi electicn, scheduled for
10 Cetober, shou'd not be matérially affscted by devaluation
wiish has not been an issue duving f‘n sampaisn.

ST.EDEN

Q]

- DBenefits eymecied frox deviluation
Unleas there is an inflatisnary splral, which is
por exnceted, Sweden with a 6u1~qv reficit in foreign exchange
111 benefit from ervc“cf &eva ‘vation. An imretus to in-

crease axnorts te the US "1}] he wroviced. Sweden has the
“ﬂ*e~qqrf'nrouurtﬂﬂn faci! 1tie~ anl, aésumlng sufficient US
Frnand for “wedish ;fn&, +’1£+£'y' #111 jnereszse its Zdollar

.
SaiMinis.

The *W;erma‘i exports to the LS fall into two categories,

orest rreoducts and iron ore. Even vith reduced nulp nrices’
sales to the US hao d?or ed dpast’eally rrior to devaluation,
You, however, with the kiona peviiued vis -a~vis the dollar
”u¢v again should be in a rcompetilive T0sitom, although the
Tull amount of the 3C “ercent cevalu“tion hsll not be nassed
on aneulately as ‘s indiccted Lg Swecish ~ulp cartel action
advising unchanged collar cuctati ns. In the postwar verlou
the US has been inmnerting Letwesn 1.5 to 2 miilion tons of
high grede Swedish iron ore anmally, and demand should in-
crease with any cut in dellar nrices.

Since the success of the ceonomic program denends on
domestic nrice end income stebilivation, the effact of de-
valuation on the cost of imrorts eauses considersble concern.

Fuel and raw materizls cons t tute aearly 40 perc.nt of 1mynrts

B

tut the bulk o*agLnateu in non-dollar apeas. Lnless there
CONFIDENTIAL
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arc sharp price increases in Britain and other devaluating
countries, vhich would have a sudden inflationary effect

on the Swedish economy, no increase in the price of Imports
from those areas is ewoected. Lnuever, tnere will be an
immediate increese in Phe cost of raw materials ard capital
£ooas 1‘horted from the US, This ey eventually be reflected
in the Swedish »nrice structvre.; Sweden is aprroximetely

o0 nercant self~sufficient in food production with only minor
imports from dollar aress. ’

2

Yolding the wage line revpesents an im~~rtart nroblem
ar131ng from devaluation, but thre g vernrent has recelved the '
surmort of the Swedish Confederation of Trade Unions in re-
turn for the promise to hold down living costs by Peluclng
concumptlon texes and import duties and perhaps raising sub-
sidies. (Prior to devaluation furmers agreed not to request
higher prices for agriculiureal nroducts and vere granted a
small snb51dy on ml%k The Central Council of the Confedera-
tion of Trade I'nions adv1%ed its 45 affiliated trade unions
to extend n»resent vare agreemenis for the year 1950, and it
is 11“e1J they will aocept the Central Council's PeGOhﬂen&a“
tion, despite devaluation. Therefore, in spite of an increase
in tre cost of some imports, the cost of living is not ex-
pected to riss aprreciably.

ICELATD

s Devaluaticn cases politicael situation

Devaluation ol the krona, Zorced by Critain's de-
valuating the nound qteﬂjzn{, may be a mixed blessing for
Tceland's economy, but it has removed a thorny nolitical
issue from the current election campaign. ZEcononists studying
Iceland's econonic nroblems and some Covernnent lcaders have
for a tive considered unilatersl devaluation essential to put
exnorts == nrimarily IlSh vroducts -- on a competitive basis
in European rarkets. Dut the parties of the veak coalition
Goverument were unable to agree on the political &951rab111ty

of devaluation, and the Social Lemocrctic Party was out spokenly

opnosed to it. Oince devaluation is no 1onger a nolitical
issue the Social Democrats can cooperate with the’ non—COﬂmunl t

CONFIDENTIAL
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narties intle. formation of & scvermient after *he elentions.

_ Had devaluation of the krona rome as an indeperdent
action, Icelend's compelitive vosition in the lurcmean narkets
vonld have benefitted. Toverrrert anbsidies which ﬁaﬁe 5éénu;”
necessitated by hiph oroduction costs in order to maintsin
export nrices at rompetitive evels could have been reduced or
?Ll@lnatedé liowever, since theose eountries with whih Icolané
Lrades have also devnluated their eurrencies the tradine i
vatfern will not be raverizlly aftacted. o :

~_in order to berefit from devalnation nroduction costs
must be kept down, i.e., nc wepz increases. Since it is
conbtful that a poverment strong enowch to impose or maintain
effective economic conircls will emerre from the electinns.
the outlook for checks on wares is mot promising., The Federa-
tion of Tabor is alrcady rreparing to terminate current labor
arreenents with thelr wape ceilings. Dagsbrun, the larpest
end most important vnion in Teszland, may strike unless the
impact of devaluation on the werking classes is substantially
scftened by wage increeses, sudsidies, or other measures,
Such a strike, if »rolongad. vionld- cormletely eripple Tceland's
ceonopie activities. ‘ | ' R “
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